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EXPOSURE DRAFT 
PROPOSED STATEMENT OF POSITION 
ON 
ACCOUNTING FOR INVESTMENTS OF 
STOCK LIFE INSURANCE COMPANIES 
A Proposed Recommendation to the 
Financial Accounting Standards Board 
AUGUST 4, 1978 
Issued by the Insurance Companies Committee of the 
American Institute of Certified Public Accountants 
For Comment From Persons Interested in Accounting Practices of 
Stock Life Insurance Companies 
Comments should be received by October 6, 1978, and addressed to 
David V. Roscetti, CPA, File Ref. no. 3100 
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036 
AICPA American Institute of Certified Public Accountants 1211 Avenue of the Americas, Mew York, N.Y. 10036 (212) 575-6200 
August 4, 1978 
To Practice Offices of CPA Firms ; Members 
of Council; Technical Committee Chairmen; 
State Society and Chapter Presidents, 
Directors, and Committee Chairmen; 
Organizations Concerned With Regulatory, 
Supervisory, or Other Public Disclosure 
of Financial Activities ; American 
Insurance Association; American Life 
Insurance Association; Insurance 
Accounting and Statistical Association; 
National Association of Life Companies ; 
Society of Insurance Accountants; 
Persons Who Have Requested Copies: 
An exposure draft of a proposed statement of position on Accounting for Investments 
of Stock Life Insurance Companies accompanies this letter. 
This exposure draft has been prepared by the AICPA Insurance Companies Committee 
to amend the industry audit guide, Audits of Stock Life Insurance Companies, to 
eliminate accounting alternatives for valuing investments and recognizing related 
realized and unrealized gains or losses. 
The committee's conclusions in this statement of position on accounting for 
investments of stock life insurance companies coincides with those in the 
accounting standards division's statement of position on Accounting for Property 
and Liability Insurance Companies. The committee believes that the accounting for 
investments in both of those industries should be the same. 
The committee is particularly interested in the reasoning underlying comments and 
it requests respondents to include in their responses supporting reasons for 
their positions. 
Sincerely, 
John E. Hart, Chairman 
Insurance Companies Committee 
PROPOSED STATEMENT OF POSITION ON ACCOUNTING FOR 
INVESTMENTS OF STOCK LIFE INSURANCE COMPANIES 
INTRODUCTION 
1. In 1972, the AICPA Insur-
ance Companies Committee issued 
the industry audit guide, Audits of 
Stock Life Insurance Companies 
(referred to in this statement of 
position as "guide"). Part II of the 
guide, which discusses the applica-
tion of generally accepted account-
ing principles, includes a section on 
the "Valuation of Investments and 
Recognition of Realized and Un-
realized Gains (Losses) Thereon." 
That section (p. 89) outlines five 
acceptable methods of accounting 
for gains or losses on the sale of all 
equity securities except preferred 
stocks. 
2. The accounting standards di-
vision believes that it is not desir-
able to have five alternative ac-
counting methods for accounting 
for equity securities and related in-
vestment gains or losses by stock 
life insurance companies. There-
fore, this statement of position ex-
presses the division's conclusions on 
accounting for all investments and 
related realized and unrealized 
gains or losses of stock life insur-
ance companies.1 This statement of 
position also expresses the division's 
conclusions on accounting for real 
estate by stock life insurance com-
panies, which was not discussed in 
the guide. This statement of posi-
tion applies only to stock life insur-
ance companies. 
3. The interests of policyholders 
and the public in the financial in-
tegrity of stock life insurance com-
panies make it important that the 
solvency of those companies be 
continuously demonstrated to regu-
latory authorities. Consideration of 
those interests, together with the 
uncertainties inherent in the future, 
has resulted in the conservative ac-
counting practices prescribed or 
1
 This statement of position supersedes 
the section in the guide on "Valuation 
of Investments and Recognition of Re-
alized and Unrealized Gains (Losses) 
Thereon" (pp. 88-90). 
permitted by insurance regulatory 
authorities (statutory accounting 
practices2). Federal income taxa-
tion of life insurance companies is 
also based primarily on statutory 
accounting practices. The use of 
generally accepted accounting prin-
ciples, as discussed in this statement 
of position, should not be construed 
as an indication that those account-
ing principles should also be used 
in reporting to regulatory or taxing 
authorities. 
VALUATION OF INVESTMENTS 
AND RECOGNITION OF 
RELATED REALIZED AND 
UNREALIZED GAINS OR LOSSES 
Discussion 
4. Under statutory accounting 
practices, investments in common 
stocks are carried at market value, 
preferred stocks are generally car-
ried at cost, bonds and mortgages 
are generally carried at amortized 
cost, and real estate is generally 
carried at depreciated cost. Real-
ized investment gains or losses and 
changes in the carrying amount of 
investments representing unrealized 
appreciation or depreciation are 
charged or credited to stockholders' 
equity. 
5. The guide states that any of 
the five following methods of rec-
ognizing realized and unrealized 
investment gains or losses could be 
used: 
a. Include realized gains and 
losses on investments in deter-
mining net income and report 
unrealized gains or losses as 
direct increases or decreases 
in a special stockholders' eq-
uity account. 
b. Present realized and unreal-
ized gains and losses on equity 
securities and realized gains 
2
 Practices that have been prescribed by 
statute, regulation, or rule or that have 
been permitted by specific approval or 
acceptance. 
3 
and losses on bonds in a sepa-
rate statement. 
c. Include realized and unreal-
ized gains and losses on all 
investments in unassigned 
surplus. 
d. Present realized and unreal-
ized gains and losses on all in-
vestments in a separate state-
ment. 
e. For subsidiaries of noninsur-
ance companies, restate invest-
ments in equity securities from 
market to cost for purposes of 
consolidation and recognize in 
income the realized gains and 
losses on sales of securities. 
Conclusions 
6. Bonds should be carried at 
amortized cost if the company has 
both the ability and intent to hold 
the bonds until maturity and there 
is no decline in the market value of 
the bonds other than a temporary 
decline. In those rare instances in 
which a company is a trader in 
bonds and does not intend to hold 
the bonds until maturity, the bonds 
should be carried at market; tem-
porary fluctuations in the market 
value of the bonds should be recog-
nized as unrealized gains or losses. 
7. Common and nonredeemable 
preferred stocks should be carried 
at market. Preferred stocks that by 
their terms must be redeemed by 
the issuing company should be car-
ried at amortized cost if the com-
pany has both the ability and 
intention to hold the stocks until 
redemption and there is no decline 
in the market value of the stocks 
other than a temporary decline. 
8. Mortgages should be account-
ed for at amortized cost unless col-
lectibility is uncertain.3 Real estate 
investments should be accounted 
3
 The division's conclusions on account-
ing for allowances for losses on certain 
real estate and loans and receivables 
collateralized by real estate are presently 
being considered by the accounting 
standards executive committee. 
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for at depreciated cost unless there 
is an impairment in value. Amorti-
zation, depreciation, and other re-
lated charges or credits should be 
charged or credited to investment 
income. Charges and credits to val-
uation accounts should be included 
in realized gains and losses. 
9. Realized gains and losses on 
all assets held for investment (in-
cluding, but not limited to, stocks, 
bonds, mortgage loans, real estate, 
joint ventures, and subsidiaries held 
for investment) should be includ-
ed in the statement of income, 
below operating income and net of 
applicable income taxes. Realized 
gains and losses on the sale of other 
assets, such as property used in the 
business and operating subsidiaries, 
should be included in the statement 
of income before applicable income 
taxes. Unrealized investment gains 
and losses should be recognized in 
stockholders' equity net of appli-
cable income taxes. 
10. If a decline in the value of 
an investment in a security below its 
E X P O S U R E D R A F T 
cost or amortized cost is other than 
temporary, the investment should 
be written down to its net realiz-
able value, which becomes the new 
cost basis. The amount of the write-
down should be accounted for as 
a realized loss. A recovery from the 
new cost basis should be recognized 
only at sale, maturity, or other dis-
position of the asset, as a realized 
gain. 
11. Valuation accounts are not 
appropriate for bonds, common 
stocks, or preferred stocks. 
REAL ESTATE 
Discuss/on 
12, Under statutory accounting 
practices, real estate is classified as 
an investment regardless of its use. 
For real estate used in operations, 
rent is included in investment in-
come and is charged to the oper-
ating departments. The audit guide 
is silent on that subject and the 
statutory accounting practice has 
gained general acceptance in the 
industry. 
Conclusions 
13. Real estate should be classi-
fied either as an investment or as 
property used in the business, based 
on its predominant use. Deprecia-
tion and other real estate operating 
expenses should be classified as in-
vestment expenses or operating ex-
penses consistent with the balance 
sheet classification of the related 
asset. Imputed investment income 
and rent expense should not be at-
tributed to real estate used in the 
business. 
TRANSITION 
14. The conclusions in this state-
ment of position should be applied 
to financial statements of stock life 
insurance companies issued for an-
nual and interim periods beginning 
after December 31, 1978. Earlier 
application is encouraged. The con-
clusions in this statement of posi-
tion should be applied retroactively 
and financial statements presented 
for prior periods should be restated. 
AICPA American Institute of Certified Public Accountants 
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